SENOS, 
Ze 


Ie 


Ss 


Bes 


~ 


ee a : oN : : — : 
_ a i 


ES 


: _ 


SUMMARY OF THE COMPANY’S PROGRAMS 


PENNANT PUMA @ ome men 


|| PENNANT VENTURE: A joint | | WHOLLY-OWNED | | SEA SEARCH LIM- JOINT ACQUISITION —PRO- 


My ey 4 GRAM: Purchase of oil and gas 
| | exploration program managed OIL AND GAS ITED: 3.9% equity reserves, managed by Seat 


‘| by Pennant-Puma, which retains PROPERTIES: interest (North Sea Puma, which retains a 10% 
| | a 35% interest and receives a Exploration and exploration and interest in each acquisition 


AS management fee. purchase. drilling). oe payout and 25% there- 
after, 


PENNANT-PUMA Ol Ss? Eb: 


1130 Elveden House, Calgary, Alberta T2P 0Z3 


DIRECTORS 
Glenn S. Brant, P.Eng. Calgary, Alberta John J. Redfern, 111 Midland, Texas 
John J. Christmann Lubbock, Texas Nathan L. Sandler Toronto, Ontario 
Arden R. Grover Midland, Texas Seymour Schulich Montreal, Quebec 
John J. Redfern, Jr. Midland, Texas Robert R. Topp Toronto, Ontario 
OFFICERS 
Chairman of the Board John J. Redfern, Jr. Secretary John J. Redfern, 111 
President Glenn S. Brant Assistant Secretary CC. E. Christmann 
Vice-President John J. Christmann Assistant Secretary Robert J. Iverach 


KEY PERSONNEL 


Chief Geologist David J. Duncan, P.Geol. Petroleum Engineer Frederic C. Coles, P.Eng. 
Landman Marvin J. Rousch, B.Sc. Senior Accountant Terence J. Wright, B.A. 


STOCK EXCHANGE LISTINGS 


Canadian, Toronto, Vancouver 


REGISTRAR AND TRANSFER AGENT 


Canada Permanent Trust, Calgary, Montreal, Toronto, Vancouver 


Pennant-Puma Oils Ltd. is an amalgamation of Pennant Oils Ltd. and 
Puma Petroleums Ltd. effective June 22, 1973. 


To Our Shareholders: 


The Board of Directors of Pennant-Puma Oils Ltd. is pleased to present the 1973 
Interim Report of your newly amalgamated Company. Significant progress has been made 
notwithstanding the disruptive influence of the amalgamation proceedings which com- 
menced in February and were consummated on June 22, 1973. 


The Company, through its participation in Pennant Venture, held interests in seven- 
teen wells drilled this year. This activity resulted in one oil and three gas discoveries 
which are discussed in the President’s Report which follows. This active Western Cana- 
dian exploration program will be continued and is expected to add substantially to the 
Company’s oil and gas reserves. Meanwhile, recent developments on acreage held 
outside the Venture program are also expected to contribute materially to the reserves 
growth of your Company. 


In addition, the Company is purchasing a 50% interest in the Pleasant Gas Field, 
Alberta, on behalf of its Joint Acquisition Program Group. This Field, which contains six 
gas wells, will commence production not later than 1975 and is expected to contribute sig- 
nificantly to earnings in future years. Other acquisition opportunities are being evaluated 
as the Company intends to pursue aggressively this important phase of its operations. 


The upward movement of Western Canadian petroleum and natural gas prices 
is expected to continue and has greatly enhanced the value of the Company’s_ re- 
serves and undeveloped properties. In particular, the 85¢/Bbl rise in crude oil 
prices in 1973 will improve the Company's immediate production revenues. Also, consid- 
erable progress is being made by Industry and Governments towards a substantial increase 
in the field gate price of natural gas. It is anticipated that the majority of the Company’s 
existing contracts will undergo renegotiation within the year, which, together with pros- 


pects of contracting shut-in reserves at very attractive prices, yields favourable prospects 


for a material growth in overall production revenues. 


Having regard to the Long Range Plan for continued growth of Pennant-Puma Oils 
Ltd. and the desirability of having available to it a greater amount of working capital, 
the Directors of your Company have authorized a rights offering. Details of the offer- 
ing will be published as soon as they are approved by the various regulatory bodies. 


John J. Redfern, Jr. 


Chairman of the Board 


of Directors. 
Calgary, Alberta 
3list August 1973 
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PRESIDENT’'S OPERATIONS REPORT 


The Company is continuing the active exploration and development program of its predecessors with 
satisfactory progress achieved in both drilling and exploratory land acquisition phases. In addition the pro- 
gram of acquiring productive properties is being aggressively pursued with one important acquisition now 
being made. The following is a brief report on these and other activities of the Company thus far in 
L973: 


EXPLORATION AND DEVELOPMENT 


Seventeen exploratory and development wells were drilled with the following results: 


Exploratory Development Total 
Wells drilled 10 7 17 
Gas Wells 3 5 8 
Oil Wells ] — I 
Abandonments 6 2 8 


While these wells were drilled on lands held by Pennant Venture, a joint exploration program man- 
aged by the Company and in which it holds a 35% interest, significant developments also took place in 
areas where the Company holds lands exclusively. The locations of the Company’s Projects, excluding its 
South Eastern Saskatchewan oil producing properties and Arctic and Canadian East Coast exploratory 
landholdings, are illustrated on the opposite page. 


At June 30, 1973, the Company held varying interests in 3,584,036 acres of oil and gas rights repre- 
senting a net ownership of 490,750 acres. These landholdings are summarized in the following tabulation: 


Gross Net 

(acres) (acres) 
P&NG Leases 185/985 AL Siew) 
Natural Gas Rights TESTIES®) 23 OF, 
Permits and Reservations 1,087,579 376,286 

Overriding Royalties 2234 742 = 
Totals 3,584,036 490,750 


In the Lucky Lake Area, Alberta, Pennant Venture drilled an exploratory test, Pennant Amoco Figure 
Lake 10-4-62-18 W4M, which was completed as a Wabamun Formation gas well with an absolute open 
flow potential of 3,330 Mcf/D. Subsequently, an Alberta P&NG Permit was purchased and the first 
follow-up well drilled thereon in Lsd 7-8-62-18. The latter well encountered the gas productive Wabamun 
Formation plus additional indicated gas bearing zones in the Wabiskaw and Colony Sands. Con- 
tingent on securing necessary land arrangements, further development is planned for the project which is 
located only five miles from an existing gas export pipeline. Pennant Venture retains a 50% interest in 
this Project. 
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At Venice, Alberta, where two Grosmont Formation gas discoveries were made and followed up by a 
dual gas zone well in 1972, two additional successes were recorded. One of these wells, GEOG 
Pennant Venice 11-6-67-14 W4M, discovered gas in the Grand Rapids and Colony Sands in addition to 
extending the production limits of the Grosmont Formation. The second, drilled in Lsd 6-3-67-15 W4M, 
encountered Grosmont below its water line but obtained gas from the McMurray Sand. Pennant Ven- 
ture holds a 50% interest in the wells, with the exception of the Pennant Venice 10-11-66-15 Grosmont 
gas discovery, which it wholly owns. Additional drilling is planned during the remainder of 1973. The 


gas reserves being developed in this area are contracted to Pan-Alberta with sale of gas to commence in 
ES), 


At Charron, Alberta, situated ten miles nortnwest of Venice, as illustrated on the above map, two 
successful exploratory wells have been drilled. The first, Pennant et al Charron 11-3-69-16 W4M, in 
which the Venture holds a 37%2% interest, encountered gas in the Wabiskaw Sand and was capped. The 
second, Pennant et al Styx 11-7-69-15 W4M, discovered gas in the Grosmont and Pelican Formations. 
This well, 50% owned by the Venture, was completed in the Grosmont with all information being held 
confidential. 


As_ illustrated, the Company owns 
100% interest ina 640 acre P&NG Lease 
of particular interest in the rapidly de- 
veloping Peco gas area in Central West- 
ern Alberta. The principal operator in 
this area has completed five gas wells 
to a depth of approximately 10,000 feet, 
two of which diagonally offset the 
Company’s tract, with additional drilling 
in progress. Subject to receipt of con- 
firming well data, development drilling 
may be undertaken late this year. 


At Frog Lake, Alberta, situated 100 
miles east of the City of Edmonton, the 
Company holds 9334 % interest in 41,108 
acres of oil and gas leases on which 
three gas wells have been completed. 
Further development will be undertaken 
when a satisfactory gas market becomes 
available. Meanwhile Industry interest 
in the area has increased this year as 
evidenced by sharply rising prices being 
paid for Crown P&NG Permits near 
Company acreage. This activity is prob- 
ably related to potential heavy oil sands 
development. The Pennant et al Frog 
Lk 7-30-57-3 well encountered several 
zones with 70 feet of net oil sand in 
total. As Crown Permits require drilling 
before leases can be selected, further 
drilling activity in the immediate vicinity 
of Company lands can be anticipated 
over the next two year period. 
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In August 1973, Pennant Venture 
participated in the drilling of an indicated 
dual zone oil discovery in the Chauvin 
Area, Alberta. The BPOG et al Chauv 
S. 11-34-42-1 well recovered significant 
amounts of oil on drill stem tests of the 
Sparky and Colony Sands. Data from 
the well are being held confidential 
pending its completion. The Venture 
holds a 65% interest in this Project on 
which immediate follow-up development 
drilling is anticipated. 
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The Hawkins Project, which commenced gas sales in May 1972, continues to perform satisfactorily. 
The Hawkins Gas Unit became effective on February 1, 1973, with the Venture share being 45.9% 
approximately. Two successful development wells were subsequently drilled by the Unit. Pipeline gath- 
ering facilities have been extended to these wells, along with a third well acquired by unitization. The 
newly connected wells will provide sufficient additional gas deliverability to enable the Unit to meet its 
maximum sales commitment of 10,000 Mcf/D for several years. The preceding map of the Hawkins area 
illustrates the unitized area and field facilities. It will be noted that other oil and gas rights are held in 
the immediate area of the Unit. Plans are being formulated for the exploration and development of these 
lands in which a 50% interest is owned by the Venture. 


Other areas of activity include the Venture’s Devil and Gilwood projects. At Gilwood, a development 
well was abandoned after encountering a thin gas pay zone above water. At Devil, two development and 
_ two exploratory wells were drilled and abandoned. These disappointing drilling results are now being 
studied to determine the feasibility of further development work being undertaken on these two Projects. 


SEA SEARCH LIMITED 


The Company subscribed fully to its allocation of shares under a June 1973 rights issue to Sea 
Search Limited shareholders thereby maintaining its 3.9% equity position in that Company. Sea Search 
holds varying interests in 671,000 acres of oil and gas permits in the U.K. and Dutch Sectors of the North 
Sea and is participating in applications being made in the Norwegian Sector. As part of its endeavour to 
broaden its potential earning base, Sea Search acquired a 10% indirect interest in Kingsnorth Marine 
Drilling Limited, a company recently reorganized to own and operate two Aker H-3 semi-submersible rigs 
in the North Sea and the North West European Continental Shelf. The rigs are under construction and 
are expected to be available in late 1974. 


JOINT ACQUISITION PROGRAM 


As part of the Company's Joint Acquisition Program, a 50% interest is being acquired in the Pleasant 
Gas Field at a cost to the Participants of $988,000. This Field, the location of which is shown on the 
Venice-Charron map, contains six gas wells and is contracted to Pan-Alberta Gas Ltd. with sales to com- 
mence in 1975. No further drilling will be required prior to commencement of production. Under the 
terms of the Program, the Company will retain an initial 10% interest in this acquisition, converting to a 
25% interest therein after all costs are recovered by the Participants. 


PRODUCTION 


Pennant-Puma owns interests in 37 oil and 100 gas producing wells in Western Canada, with average 
net production for the first half of 1973 being 443 BOPD and 4,942 Mcf/D. Aggregate production 
income realized from sales during this period was $373,681. The 1973 increases in crude oil prices of 
85¢/Bbl will greatly improve future oil income. In addition, the Company anticipates substantial addi- 
tions to gas revenues over the next several years with the renegotiation of existing sales contracts and 
the commencement of sales under new contracts. The Company has interests in 29 shut-in gas wells and 
certain undeveloped lands in Alberta containing, in the opinion of its engineering staff, approximately 
60% of the Company’s total proven and probable gas reserves at June 30, 1973. Potential additional 
production could more than double the current level of gas sales. A list of these shut-in and/or undevel- 
_ oped reserves Projects follows: 


Gas Field Shut-in Anticipated 


or Area Wells Market Year 
Asplund 2 — 
Charron 2 1975 
Comrey ] 173 
Connorsville 1 1974 
Devil ] 1976 
Donalda 2 1974 
Frog Lake 5 1975 
Gilwood 2 1976 
Hawkins North ] 1974 
Lucky Lake 2: 1974 
Peavey 1 1974 
Pleasant 6 1975 
Venice ) 1975 


Total 29 


A well stimulation program was commenced in late July 1973 on the Company’s Southeastern Sas- 
katchewan oil properties. Initial results are encouraging although several months of production history 
will be required to confirm the long term benefits. Coupled with the crude oil price increases, the results 
of well treatment could add materially to the Company’s oil property income. 


FINANCIAL 


The unaudited Statement of Earnings and Source and Application of Funds, calculated on a pooled 
basis, for the six months ended June 30, 1973, will be found elsewhere in this Report. Combined net: 
earnings on an aggregate income of $433,227 was $45,738, equivalent to 2.3¢/share, an increase from 
2.1¢/share calculated for the same period in 1972. Accounts have been restated to reflect standardiza- 
tion of some procedures adopted by the Amalgamated Company with the effect of reducing earnings for 
1972 and 1973 by $25,000 and $19,000 respectively. The Company continues to maintain a satisfac- 
tory working capital position. 


ADMINISTRATION 


It is a pleasure to report that the offices of Puma and Pennant have now been consolidated with a 
minimum of operational and personnel disruption. During the merger period the Companies’ highly quali- 
fied staffs have continued to perform efficiently resulting in considerable progress in the first half of 
1973. Pennant-Puma now has a total of 11 employees, not including field operating personnel who 
are engaged on a contract service basis. 


Respectfully submitted 


Glenn S. Brant 


President and General Manager 


The financial statements underleaf represent the amalgamation of the 
separate mid-year statements of Pennant and Puma. 


The accounts of Puma have been restated to reflect the standardization 
of some accounting practices. This statement has the effect of lowering 
net income for 1972 and 1973 by approximately $25,000 and $19,000 
respectively. 


Shares that are subject to a firm purchase commitment at the end of 
each period are treated as accounts receivable and are therefore reflected 
in working capital. The effect is to increase working capital by $198,000 
and $175,000 for the 1972 and 1973 statements respectively. 


The company’s policy is to write off all costs of amalgamation directly 
to retained earnings. At June 30, 1973, this figure is estimated at $35,000. 


PENNANT-PUMA OILS LTD. 
STATEMENT OF EARNINGS 
Six months ended June 30, 1973 


Revenue 
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Depletion and depreciation ............. 
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Earnings (Loss) per share (based on the weighted average 
number of shares outstanding) 
(1973 — 1,983,608; 1972 — 1,851,056) 


Statement of Retained Earnings (Deficit) 
For the six months ended June 30, 1973 


Retained earnings (deficit) at beginning of period ........... 
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Retained earnings (deficit) at end of period... 
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es 48,750 48,750 
rakes 4,155 = 
ee 6,641 4,176 
433,227 451,114 
aie 148,805 203,491 
an 101,775 97,465 
coe 113319 103,798 
ee 23,590 4,041 
= 3,088 
= 201 
387,489 412,084 
45,738 39,030 
2.3¢ 21¢ 
(40,842) (28,750) 
os 45,738 39,030 
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— ( 6,625) = 
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PENNANT-PUMA OILS LTD. 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS 
Six months ended June 30, 1973 


Source of Funds 
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1973 1972 
$ 45,738  $ 39,030 
113,319 103,797 
ie 3,088 
159,057 145,915 
— 13,200 
250,002 385,833 
185,000 aos 
132,572 352,836 
18,000 a 
744 631 897,784 
134,529 396,348 
34,136 109,619 
es 372 
13,334 26,507 
291,208 = 
28,123 = 
501,330 532,846 
243 301 364,938 
(89,524) (4,799) 
$153,777. + $ 360,139 
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TO OUR SHAREHOLDERS 


The Directors of Pennant-Puma Oils Ltd. are 
pleased to submit the first Annual Report of your 
Company, which was formed by an amalgamation 
of Pennant Oils Ltd. and Puma Petroleums Ltd. 
effective June 22, 1973. The results of 1973 
operations and comparative 1972 figures presented 
include those of the predecessor Companies prior to 
amalgamation. 


Pennant Oils Ltd., formed in 1966, actively 
engaged in oil and gas exploration in Western 
Canada with major emphasis on building up gas 
reserves and acquiring a substantial spread of 
exploratory land. Through participation agreements 
with its major shareholders, Pennant was able to 
explore aggressively despite limited production 
revenues. The Company’s policy has been to under- 
take development drilling in gas discovery areas 
only where required to meet land obligations or 
acquire more acreage. Full scale development was 
not considered justified in view of what were 
considered inadequately priced gas markets. As a 
result, approximately two-thirds of the Company’s 
reserves are not being produced, representing a 
major asset at a time when gas prices are increasing 
dramatically. Considerable encouragement can be 
taken from the recent Alberta gas arbitration 
decision whereby a field gas price of 60¢/Mcf 
effective November 1, 1974, increasing to 73¢/Mcf 
in 1975, was set for one company. Your Company’s 
management now anticipates that favourably priced 
gas contracts will be obtained over the remainder of 
1974 which will permit completion of development 
of several shut-in areas with sales commencing in 
1975: 


Incorporated in 1969, Puma Petroleums Ltd. 
acquired producing oil properties on which addition- 
al work was done to enhance oil recoveries and 
profits. Puma had expanded its area of interest to 
include royalty interests in offshore Eastern Canada 
and the Arctic Archipelago and an equity interest 
in Berry-Wiggins & Co. Limited (formerly Sea 
Search Limited), a U.K. Company with exploratory 
holdings in the North Sea. 


Your Company’s major thrust will continue to 
be to develop and acquire oil and gas reserves, 
primarily in Alberta where the economic potential 
remains attractive. However, recognizing that 
political uncertainties do exist in Canada and the 
rapidly rising international demand for crude oil, 
the Company is pursuing other foreign ventures 
including participation in projects in the United 
States. With its current working capital position and 
future production revenues from  non-producing 
properties, the Company has sufficient financial 
resources to pursue these objectives. 


The Company’s 1973 exploratory and develop- 
ment activities were comparable to previous years’ 
programs with interests held in a total of 25 wells 
drilled, resulting in six exploratory successes (one 
oil and five gas) and the completion of five 
development gas wells. The Company expanded its 
exploratory landholdings by 20% to 1,291,534 
gross acres of oil and gas rights held in Western 
Canada at year end. 


At December 31, the Company’s remaining gross 
proven and probable reserves were estimated to be 
2,390,100 Bbls. of oil and natural gas liquids and 
73,375,000 Mcf natural gas. Gross figures are 
reported because changes in Crown Regulations, 
whereby royalty rates will now be based on selling 
prices, have made net reserves estimation subject to 
a wide range of values. Based on January 1, 1974 
royalty rates, the Company’s net share of these 
reserves are calculated to be 1,906,000 Bbls and 
56,288,000 Mcf respectively. 

Concern must be expressed over the attitudes of 
Federal and Provincial Governments across Canada 
relating to wellhead pricing of oil and natural gas. 
Considerable political pressure is being applied to 
maintain the producer’s share of production revenue 
at depressed levels while having Governments retain 
the major share of the benefits from increased prices 
through increased royalties and taxes. The imple- 
mentation of such a policy will result in a future 
shortage of supply, as is now the case in the United 
States where wellhead prices were regulated at 
depressed levels for many years. 


The recent substantial increase in oil and gas 
prices in the United States has dramatically improved 
economics of exploration and production and a sharp 
rise in Industry activity has taken place there. Unless 
the economic viability of exploration in Canada is 
also ensured through free market pricing and realis- 
tic royalty and tax measures, development of its 
recognized reserves potential will not be realized 
as Industry activity will decline in favour of other 
more promising countries. 

Of particular concern to your Company is the 
implementation of Bill C-42 by the Province of 
Saskatchewan, imposing a royalty Surcharge or 
Mineral Tax on all oil production, thereby expro- 
priating all price increases over the average 1973 
price. As the Company’s oil operations in Saskatche- 
wan were designed to benefit from predicted price 
increases, its future earning potential from this area 
has been impaired by this action. The need for 
a substantially greater return to the producers of oil 
in Saskatchewan is apparent and it is hoped that the 
Government will give favourable consideration to 
Industry representations in this regard. 


Subsequent to year end, the Company received 
with much regret the resignation of Mr. Seymour 
Schulich from the Board. Mr. Schulich was a 
founding Director of Puma Petroleums Ltd. and 
contributed greatly to the growth and development 
of your Company. Mr. J. R. Woods of Toronto, a 
former Puma Director, has been elected to the Board 
to fill this vacancy. 

The Board of Directors wish to extend the sincere 
appreciation of the Company to its group of dedi- 
cated employees who contribute so much to present 
and future successes. In recognition of this contri- 
bution, the Directors have approved, subject to 
Shareholder ratification, the implementation of a 
Stock Incentive Plan for the key employees. In 
addition, a Group Retirement Saving Plan in which 
all employees may participate will be introduced at 
mid year. 


On behalf of the Board 
JOHN J. REDFERN, JR. 
Chairman of the Board 


GLENN S. BRANT, P.Eng. 
President 


Exploration and Development 


The Company’s drilling program in 1973 was 
confined to the Provinces of Alberta and Saskatche- 
wan, where direct working interests were owned in 
twenty tests, resulting in completions of one oil and 
ten gas wells. Five additional tests were drilled on 
Company lands by others under farmout agreements 
with one gas well obtained. A summary of the year’s 
results is presented below. 


Oil Gas Dry Total 
Working Interest Wells 
Exploratory 
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Exploratory activities are currently being con- 
ducted primarily for the account of Pennant Venture, 
a joint exploration program started in September 
1971, and in which the Company holds a 35% 
share. The Bar Graph opposite illustrates the history 
of drilling activity of the Company and its predeces- 
sors since 1966. 


The locations of the Company’s current oil and 
gas producing properties and exploratory and 
development projects throughout Western Canada 
are illustrated on a map in the centrefold of this 
Report. Individual projects of particular significance 
to the Company are reviewed, and where appropriate, 
illustrated by small plats showing Company interest 
lands and wells. 
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Active exploration and development 
programs are underway in the CHARRON 
and VENICE areas which are illustrated by 
the inset plat. Three wells have been drill- 
ed at Charron, where gas production has 
been encountered in three zones, with one 
well having both the Pelican sand and 
Grosmont reef zones productive. Develop- 
ment drilling is expected to take place 
during the 1974/75 winter season in 
anticipation of commencement of gas 
sales in 1975. The Venice Project now 
contains six gas wells with further drilling 
planned for this year. Three successful 
wells were drilled and additional lands 
were acquired in 1973. Five gas-produc- 
tive pay zones have been discovered in 
this area, including the prolific Grosmont 
reef, with one dual and one triple zone 
well obtained. The Company is confident 
that sales will commence from. this 
property by mid 1975 and at a wellhead 
price substantially above the 39¢/Mcf 
provided for in the existing Gas Contract 
for the Project. 
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In August 1973, the Company participated in a 
dual pay zone medium gravity oil discovery in the 
CHAUVIN SOUTH area of East Central Alberta. The 
discovery well was completed in the Sparky Sand 
and produced at approximately 15 BOPD without 
frac treatment. After the drilling of an unsuccessful 
offset location the discovery well was then shut-in 
for the winter season. Production operations will 
be resumed and an additional followup well drilled in 
summer 1974. 


In the PECO area, the Company owns for its sole 
account a P & NG Lease covering Sec. 27-48-16 W5. 
In January 1974, a 35% interest was acquired in a 
lease on Sec. 1-48-16 W5, thereby expanding the 
Company’s position in this gas and condensate pro- 
ductive area. Six gas wells have been completed by 
others in the immediate vicinity of these properties. 
Production is encountered in a high-pressure sand- 
stone reservoir at the 10,000 ft. level and, when an 
acceptable market outlet becomes available for the 
area, development of these properties will be under- 
taken. 


The Company retains a 93.75% interest in 
41,107 acres of P&NG leases in the FROG LAKE 
shallow gas and heavy oil sands area. The three gas 
wells already completed on these properties are 
currently shut-in with further development being 
deferred until an adequate market is available. With 
increased activity by Industry and Government into 
research and development of methods of producing 
heavy gravity crudes, the nature of the Company’s 
holdings may take on added significance. One well, 
in addition to natural gas, encountered several 
zones of heavy oil sand with an aggregate thickness 
of 7O Tt. 
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The Company retains a 6% royalty interest, 
convertible to 50% working interest after payout, 
in a dual pay zone well situated in the COMREY area 
of southeastern Alberta. The well was placed on 
production in August 1973 and is currently produc- 
ing approximately 1,100 Mcf/D. The Company will 
participate in an offsetting development well in 
1974. Gas is being sold in this area at 2314¢/Mcf 
at the wellhead with an increase expected in the near 
future. 
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At LUCKY LAKE, Alberta, the Company partici- 
pated in a Wabamun Formation gas discovery. A 
second well was drilled on adjoining Crown lands 
purchased after the discovery. This development 
well extended the productive limits of the discovery 
gas pool and encountered production in two shallow- 
er pay zones. Development drilling is planned for 
early 1975 in anticipation of gas sales in that year. 


In the ISLAND LAKE area of Central Alberta, the 
Company participated in a Colony sand gas dis- 
covery. At NEGUS, situated in northwestern Alberta, 
a shallow gas well was completed three miles west 
of a 29,331 acre Reservation block. A test well will 
be drilled on these lands at no cost to the Company 
during the 1974/75 winter season. 


Two infill development wells were drilled in the 
HAWKINS GAS UNIT (Company interest 16.879% ) 
in 1973 to ensure maintenance of contract peak 
demand of 10,000 Mcf/D. An effort is being made 
to have the gas purchase contract price renegotiated 
by year-end. Gas is currently being sold at 
19.2¢/Mcf, compared to the recent Alberta Arbitra- 
tion fieldgate price determination of 60¢/Mcf. An- 
nual gas sales from the Unit were 2,788,257 Mc 
for an average of 7,639 Mcf/Day. 


Oil and Gas Rights 


At year-end gross 
working interests were held in 1,291,534 acres of 
oil and gas rights in Canada, compared to 1,073,060 
acres held at the end of 1972; an increase of 20%. 
The following tabulation presents a summary of 
landholdings for year end 1972 and 1973. 


P & NG Leases 
Natural Gas Leases 


Permits & Reservations 


Sub-total 
Royalty Interests . 


GRAND TOTAL 


Royalties 


A one percent gross overriding royalty interest 
is held on 532,795 acres of exploratory permits on 
BANKS ISLAND in the Arctic. A well, Columbia et al 
Amoco IKKARIKTOK M-64, is currently being drilled 
on Banks Island, approximately 55 miles north of 
these lands. Additionally, a 0.67% royalty is held 
on 1,603,867 acres in offshore NEWFOUNDLAND. 
The remaining royalty interest lands are primarily 
situated in Alberta. 


1973 1972 
Gross Net Gross Net 
(acres) (acres) 
233,347 93,315 163,473 102,235 
71,608 16,870 56,568 14,849 
936,579 352/512 853,019 285,306 
1,291,534 463,197 1,073,060 402,390 
2,282,269 — Cees — 
3,5/3,603 463,197 3,300,285 402,390 
Foreign 


The Company is participating in the NORTH SEA 
oil and gas play through its ownership of 226,006 
shares of Berry-Wiggins & Co. Limited. These shares 
were acquired in exchange for shares of Sea 
Search Ltd. Berry- Wiggins, in addition to its 
traditional asphalt refining and marketing business, 
holds varying interests in 594,293 (net 91,562) 
acres of oil and gas rights in the North Sea, on 
which drilling operations are planned. It also holds 
a 30% interest in Kingsnorth Marine Drilling, form- 
ed to own and operate two offshore drilling platforms 
now being constructed, and more recently it acquired 
controlling interest in a U.K. drilling mud service 
and supply company. 


Oil and Gas Reserves 


(Before Deduction of Royalties) 


PROVEN 1973 1972 
Oil (Bbls) 1,156,200 1,666,800 
NG Liquids (Bbls) 605,900 = 
Natural Gas (Mcf) 51,274,000 46,110,000 
PROBABLE 
Oil (Bbls) 355,400 415,700 
NG Liquids (Bbls) 272,600 ae 
Natural Gas (Mcf) 22,101,000 15,344,000 
1971 1972 1973 
TOTAL PROVEN 3] PROBABLE 
Oil (Bbls) 1,511,600 2,082,500 
NG Liquids (Bbls) 878,500 eas GROSS OIL & NATURAL GAS 
Natural Gas (Mcf) 73,375,000 61,454,000 LIQUIDS RESERVES 


MILLIONS OF BARRELS 


The figures presented above are the Company’s 
working interest share of property reserves as de- 
termined by its technical staff before deduction of 
royalties. Both Alberta and Saskatchewan have im- 
plemented royalty formulae in which the Crown 
royalties are related to price. In view of the great un- 
certainties as to future prices and the incongruous 
situation whereby as prices increase net reserves 
decrease, the relevancy of net reserves becomes 
rather questionable. Based on current prices the 
average royalty rate applicable to the 1973 year-end 
reserves would be about 23% for gas and 20% for 
oil and natural gas liquids. 
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Joint Acquisitions Venture 


Under a joint acquisition program, the Company 
seeks out and evaluates potential purchases of 
developed oil and gas properties. An initial 10% 
interest is retained in each property acquired, 
converting to a 25% interest after payout. To date, 
one purchase has been made, that of a 50% interest 
in the PLEASANT GAS FIELD containing six shut-in 
gas wells. Commencement of gas sales from this 
property is expected in 1975. Further acquisitions 
are under active investigation. 
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COMPANY’S LAND HOLDINGS 


AS OF MARCH 31, 1974 
(Arctic and Offshore Lands not included) 
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Financial 


The Company’s Financial Statements, together 
with the Certificate of its Auditors, are contained in 
this report. These Statements were prepared on a 
combined basis and include the operations of the 
predecessor companies up to amalgamation on June 
22, 1973. Similarily the comparative 1972 figures 
were determined by combining the two companies’ 
operating results for that year. 


AUDITORS’ REPORT 


To the Shareholders 
Pennant-Puma Oils Ltd. 


Gross revenue from all sources was $884,593 in 
1973 compared to $911,676 in 1972. The primary 
cause of the reduction was the sale of Manitoba 
producing properties, which contributed about 
$103,000 in 1972. Combined net profit was 
$79,999 (4¢/share) compared to $22,194 
(1¢/share) in 1972. Cash flow was $347,162 
(17¢/share) in 1973. 


In November 1973 a rights offering was made 
to all Canadian and certain U.S. resident Insider 
Shareholders. This resulted in the issuance of 
211,821 common shares at $3.00/share and 
yielded $635,463 to the treasury before related 
costs. With the exception of $175,000 applied to 
retire an outstanding bank loan, these funds were 
added to the Company’s working capital, which 
amounted to $525,784 at year-end. 


We have examined the balance sheet of Pennant-Puma Oils Ltd. (formerly 
Pennant Oils Ltd. and Puma Petroleums Ltd., Note 1) as at December 31, 
1973 and the statements of earnings, retained earnings (deficit), contributed 
surplus and source and application of funds for the year then ended. Our 
examination included a general review of the accounting procedures and 
such tests of accounting records and other supporting evidence as we 
considered necessary in the circumstances. 


In our opinion these financial statements present fairly the financial 
position of the company as at December 31, 1973 and the results of its 
operations and the source and application of its funds for the year then 
ended, in accordance with generally accepted accounting principles applied 
on a basis consistent with that of the preceding year. 


Calgary, Alberta, 
March 8, 1974. 
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RIDDELL; STEAD: & -CO. 
Chartered Accountants 


PENNANT-PUMA OILS LTD. 


(formerly Pennant Oils Ltd. and Puma Petroleums Ltd., Note 1) 


STATEMENT OF EARNINGS 


For the Year Ended December 31, 1973 


REVENUE 
Oil and gas sales 
Management fees 
Other . 


EXPENSES 
Operating . 
General and administrative 
Interest 3 
Depletion and depreciation 


SVE RTI AT 7 


NET EARNINGS PER SHARE 


STATEMENT OF RETAINED EARNINGS [DEFICIT] 


For the Year Ended December 31, 1973 


RETAINED EARNINGS (DEFICIT) AT BEGINNING 
OF YEAR (Note 1) 


Pennant Oils Ltd. 


Puma Petroleums Ltd. 


Prior period adjustments to conform 
accounting policies (Note 2) 


DEFICIT AT BEGINNING OF YEAR 


Share issue expenses 


Net earnings 


BALANCE AT END OF YEAR 


1973 1972 
(Notes 1 
and 2) 
773,242 $ 800,237 
97,500 97,500 
13,351 13,939 
884,593 911,676 
334,123 417,774 
148,310 163/636 
54,998 36,084 
267,163 271,988 
804,594 889,482 
79,999 $ 22,194 
4¢ ig 
1973 1972 
(Notes 1 
and 2) 
39,333 $ (51,068) 
(80,175) 22,318 
(40,842) (28,750) 
(5751S) (51,061) 
(93,360) (79,811) 
ne 35,/43 
(93,360) (115,554) 
79,999 22,194 
(13,361) $ (93,360) 
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PENNANT-PUMA OILS LTD. 


(formerly Pennant Oils Ltd. and Puma Petroleums Ltd., Note 1) 


BALANCE SHEET As at December 31, 1973 


Assets 
CURRENT ASSETS 


Cash 
Term deposits . 
Accounts receivable - trade . 


- Pennant Venture 


INVESTMENTS (Note 3) 
Shares, at cost (quoted market value 
December 31, 1973 — $627,492) . 


Notes receivable from shareholders 


PROPERTY, PLANT AND EQUIPMENT (Note 2) 
Petroleum and natural gas rights 
together with exploration, development 


and equipment thereon, at cost . 


Accumulated depletion and depreciation 


Other equipment, at cost less accumulated 
depreciation of $12,914 (1972 — $7,089) . 


OTHER ASSETS 
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1973 1972 

(Notes 1 

and 2) 
$3753. 7s $ 34,084 

200,000 — 
304,591 186,901 
114,526 194,188 
672,290 415,173 
428,512 389,442 
182,917 146,566 
611,429 536,008 
4,179,034 3,907,549 
646,443 415,656 
3,532,591 3,491,893 
30,571 16,333 
3,563,162 33508,226 
45,035 77,437 
$4,891,916 $4,536,844 


1973 1972 


: Sq one (Notes 1 
Liabilities and 2) 
CURRENT LIABILITIES 

Accounts payable and accrued liabilities. f ; : $ 146,506 $923,970 
BANK PRODUCTION LOANS (Note 4). ‘ : : ‘ 424,458 619,489 
Shareholders’ Equity 
CAPITAL STOCK (Note 5) 

Authorized 

5,000,000 common shares of no par value 
Issued 
2,291,592 shares 4 4 : ‘ ; F : : F ; : 4.320,838 3,473,239 
CONTRIBUTED SURPLUS . ; ‘ i i . ; : : ; PS.47 5 13,500 
DEFICIT (Note 2) : A i : : : ; : : : : : (CVS 361) (93,360) 


4,320,952 Syohse ew! =) 


Signed on behalf of the Board: 


John J. Redfern, Jr. 


Director 


Glenn S. Brant 


Director 


$4,891,916 $4 536,844 
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STATEMENT OF SOURCE AND 
APPLICATION OF FUNDS 


For the Year Ended December 31, 1973 


SOURCE OF FUNDS 
From operations 
Net earnings 


Adjustment for non-cash items — 
depreciation and depletion 


Issue of shares (Note 5) 
— for petroleum and natural gas properties 
— for cash and promissory notes 
Refundable deposits 


Proceeds on sale of fixed assets 


APPLICATION OF FUNDS 
Fixed asset additions 
Reduction of bank production loans (net) . 
Share issue and amalgamation expenses (Note 5) 
Notes receivable 
Investment . 
Other . 


INCREASE (DECREASE) IN WORKING CAPITAL 
Working capital (deficiency) at beginning of year . 


WORKING CAPITAL (DEFICIENCY) AT END OF YEAR 


CONSOLIDATED STATEMENT OF 
CONTRIBUTED SURPLUS 


For the Year Ended December 31, 1973 


CONTRIBUTED SURPLUS AT BEGINNING OF YEAR 


Conversion of share purchase warrants 


CONTRIBUTED SURPLUS AT END OF YEAR 
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1973 


- 79,999 


267,163 


347,162 


250,000 
648,128 

32,402 
254,652 


1,532,344 


570, 752 
195 O31 
50,005 
30,301 
39,070 


897,797 


634,587 


(108,803) 
$ 525,784 


1973 


$< -13;500 
Zo 


$13,475 


$ 


1972 


(Notes 1 


and 2) 


22,194 


271,988 


294,182 


13,200 
305,055 


693,215 


709,653 
(315,098) 


378,444 
27,934 


800,933 


(107,718) 
(1,085) 


$ (108,803) 


NOTE 1 


NOTE 2 


PENNANT-PUMA OILS LTD. 


(formerly Pennant Oils Ltd. and Puma Petroleums Ltd., Note 1) 


NOTES TO 1973 FINANCIAL STATEMENTS 


BUSINESS COMBINATION 


During the year the shareholders of Pennant Oils Ltd. (Pennant) and Puma Petroleums Ltd. 
(Puma) agreed to combine the operations of the respective companies by statutory amalgamation 
effective June 22, 1973 and to continue operations under the name of Pennant-Puma Oils Ltd. (the 
Company). 


This business combination has been accounted for as a pooling of interests. Accordingly, the 
1972 and 1973 financial statements include the assets, liabilities and operations of the combining 
companies, and their capital stock and retained earnings (deficit) accounts have been included in 
the accounts of the amalgamated company at the stated value at the time of amalgamation. 


The amalgamation agreement provided for the conversion of the outstanding common shares of 
the combining companies into common shares of the Company on the basis of one common share of 
Pennant for one common share of the Company and three common shares of Puma for one common 
share of the Company. Immediately following the amalgamation the former shareholders of Pennant 
held 62.76% (1,239,254 shares) and the former shareholders of Puma held 37.24% (735,334 
shares) of the issued and outstanding capital stock of the Company. 


Details of the amalgamation as prescribed are as follows: 


Pennant Puma 
Oils Petroleums 
Ltd. Ltd. 
Total assets, at book value . y ; . 3 é : : : HS SOSk7 OO $1 545:425 
Total liabilities, at book value. ; : : : : ‘ : 264,709 656,766 
Net assets brought in by each corporation... : : ‘ . . 2,594,041 888,659 
Adjustments to conform accounting 
policies at date of amalgamation. : E : ‘ 6,625 29,799 
2,587,416 858,860 
Excess of consideration given over 
book value of net assets . : : : ; ; : en aOnks ae PET ESe 
Fair value of consideration given ; 4 : : ; ‘ RESIS ESS $1,978,048 


The revenue and net earnings of each of the combining companies from January 1, 1973 to 
June 22, 1973 were as follows: 


Pennant Puma 

Oils Petroleums 

Ltd. Ltd. 
Revenue . , : : ; eaters : ; : i I Hep OL O2 196 Sie 20,045 
Net earnings (loss). , ; , fen Mow sis ee} $7 5.68;002) 


ACCOUNTING POLICIES 


Petroleum and Natural Gas Operations 


The Company follows the full cost method of accounting whereby all costs of exploring for and 
developing oil, gas and related reserves are capitalized. Such costs include land acquisition costs, 
costs incurred in connection with the Company’s participation in the Pennant Venture (see Note 6), 
geological and geophysical expense, carrying charges of non-producing property, costs of drilling 
both productive and non-productive wells and production equipment and related facilities. These 
costs are amortized using the unit of production method based on estimated recoverable reserves 
as determined by Company engineers. 
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NOTE 2 ACCOUNTING POLICIES ‘‘Continued”’ 


Adjustment to Conform Accounting Policies 
To conform the accounts of Pennant and Puma on amalgamation to the Company’s accounting 
policies referred to above, adjustments were made in the accounts on a retroactive basis as follows: 


Charges to 
Retained Earnings 
(Deficit) 
1973 1972 
i) Change in method of computation 
for depreciation . : : : F : : ; e 2h o376.6014 $42 12,150 
ii) Prepaid lease rentals and crude 
oil inventory written off . : : : : : : ; 19,279 32,286 
iii) Incorporation costs written off . : ; : ; he : 2 6,625 6,625 


D2 OLS 23. 01,061 


NOTE 3 INVESTMENTS 


Shares 

In October, 1973, the Company accepted a share exchange offer for the conversion of its ap- 
proximate 3.9% interest in Sea Search Limited (a private United Kingdom company) for an ap- 
proximate 2% interest in Berry-Wiggins & Co. Limited (a public United Kingdom company). No 
quoted market value is available for the Company’s investment at December 31, 1972. 


Notes Receivable from Shareholders 


Share purchase notes . : ; ; ; : ; : : : : 3 : : . ST66;S51 
Other notes . ; : : ; : : : 2 : : 16,566 
$182,917 


The share purchase notes bear interest at the rate of 414% and are secured by 77,617 shares 
of the Company’s issued capital stock and are repayable in ten equal annual instalments commen- 
cing January 1, 1975. 


NOTE 4 BANK PRODUCTION LOANS 


Bank production loans of $424,458 are secured by an assignment of accounts receivable, an 
assignment under Section 82 of the Bank Act of Canada relating to the Company’s petroleum and 
natural gas leases and rights and a hypothecation of its investment in shares of Berry-Wiggins & Co. 
Limited, and are evidenced by promissory notes payable on demand. The banks have agreed to ac- 
cept payment in instalments of approximately $16,000 per month from future oil and gas production 
and, accordingly, no portion of the loan has been included in current liabilities. 


NOTE 5 CAPITAL STOCK 
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a) Capital stock transactions for the year were as follows: 


Number of Book 
Shares Value 
Issued on amalgamation (Note 1) . E : : ‘ ; : . 1,974,588 $3,473,239 


Issued for cash: 
— on exercise of employee stock 
purchase options i ; : : : : : 1,667 3,750 
— pursuant to right offering 
net of issue expenses in the 
amount of $13,475 . : : : : : . ‘ 202,537 594,136 
— on exercise of share purchase warrants . : : ; : : 183 437 
Issued for promissory notes: 
— on exercise of employee stock 


purchase options : : : : . 4 : : ; 3.338 8,500 

— pursuant to rights offering. : ; : : : ; 9,284 21.008 
Petroleum and natural gas leases 

and rights. : ; ; : : ; ; : 100,000 250,000 

Amalgamation expenses. : ; : ; : ; : ; — (37,076) 


Hagel Mile Ve $4,320,838 


b) The Company has 15,000 unissued common shares reserved for exercise of employee stock 
options as follows: 


Number of 

Shares Option Price Exercisable Cumulatively in 
Reserved Per Share Equal Annual Instalments 

5,000 $2.25 January, 1973 through January, 1977 
10,000 52.05 June, 1974 through June, 1978 


An additional 99,817 unissued common shares are reserved for the conversion of 299,450 
share purchase warrants issued and outstanding at December 31, 1973. The warrants expire on 
March 31, 1976 and entitle the holder to purchase one common share of the Company’s capital stock 
for each three warrants held, at a price of $2.25 per share. 


NOTE 6 PENNANT VENTURE 


NOTE 7 


The Company acts as the manager of an exploration partnership (Venture) in which it isa 35% 
participant and accordingly is required to contribute 35% of the expenditures incurred. To Decem- 
ber 31, 1973, the Company has contributed to the Venture petroleum and natural gas rights of a 
value sufficient to satisy its current requirement. 


INCOME TAXES 

For Canadian income tax purposes, drilling, exploration and property acquisition costs are de- 
ducted in computing taxable income, and if such costs exceed taxable income for the year, the ex- 
cess may be carried forward to future years without limit. The Company claims such costs and 
depreciation to the extent necessary to extinguish taxable income, and provides in its accounts only 
for taxes payable on its taxable income for the year. 


The above-noted policy conforms with general practice in the Canadian oil and gas industry, 
however, it differs from the tax allocation basis of accounting recommended by the Accounting and 
Auditing Research Committee of the Canadian Institute of Chartered Accountants under which the 
income tax provisions are based on the earnings reported in the accounts. 


If the tax allocation basis had been followed by the Company for all timing differences between 
taxable income and reported income, income tax provisions and operating results would have been 
as follows: 


1973 1972 
Net earnings before deferred income taxes : , ; , 3 . $ 79,999 $1 22,94 
Deferred income taxes . ; ‘ : , : : : ; , 21,606 8,813 
Net earnings after deferred income taxes . : . } : : i SenoS SoS ay elisycyes! 
Per Share ; : ; ; , : : ‘ : : : : ; 3¢ a 


Accumulated income tax reductions relating to all timing differences in the current and prior 
periods approximate $122,000. 


While the Company’s tax accounting method is consistent with the prevailing practice in the oil 
and gas industry in Canada, the Securities Commissions in Canada have questioned the appropriate- 
ness of the flow-through method and studies are currently underway in this regard. In the event that 
these studies do not, in the opinion of the Canadian Securities Commissions, establish a sound theo- 
retical basis to justify the flow-through method, the Commissions have stated that companies in the 
oil and gas industry in Canada should be prepared to adopt, commencing in 1974, the deferred tax 
basis of accounting. 
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NOTE 8 CONTINGENT LIABILITIES 
The Company is contingently liable in the amount of $750,000 relating to bank financing ar- 
rangements of the Pennant Venture and a joint acquisition program. In the event the Company be- 
comes subject to such liabilities, its rights of recourse include the right to obtain ownership of the 
petroleum and natural gas leases and rights now securing the financial arrangements. 


NOTE 9 REMUNERATION 
The Company paid no direct remuneration to its directors acting in their capacity as directors 
during 1973. Senior officers as defined by the Alberta Securities Act received $109,453 during 1973. 
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